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types o: ooperatives om rural electric and rural telephone 


- with which REA is primarily concerned are not strictly 
comops., Since they provide a utility service bo which all 
Shmonts in a rural area are entitled, it would be discrimin~ 
to exclude from membership those patrons who are not farmers » 
ir, it is estimated that about 75 percent of. the 3,250,000 
nsumers served by rural electric co-ops on December 31, 1950 were 
farmers. lo estimate is available on the number or percentage of 

. farmer members of telephone co=ops financed with REA loans. There 
are also 34 refrigeration co-ops financed with RBA loans and served 
by rural electric co-ops, | 3 ot 


Statutory Basis for Work with Co-ops 


The Rural Electrification Act of 1936, as amended, gives REA specific 
authority to make loans to rural electric and telephone co=ops. The 
elephone amendment was passed by the Congress in 1949, Thore is no 
requiroment that a specified percentage of the members or patrons of 
such a COmop must be farmers, or that a specified amount of the co=op'ts 
business must be done with farmers, for such a co=op to be eligible 
for an REA loan, However, with regard to rural electrification loans 
the Act provides that 50 percent of aunual loan authorizations shall 
be allotted among the states on the basis of the percentage of 
unelectrified farms in each state to the total numbor of electrified 


farms in the Nation. — 


-REAts loan authority is not confined to co=ops, Rural clectrifiéation 
ie oane may be made to “persons, corporations, Statés, Territories, and 
subdivisions and agencies thereof,, mimicipalitios, peoples! utility 
districts and cooperative, nonprofit, or limited-dividend associations," 
But the Administrator is required to give preference to "States; Ter- 
itories, and subdivisions’and agencies thereof, municipalities, . 
eoplest utility districts, and cooperative, nonprofit, or limited- 
dividend associations." Actually, about 92 percent of REA borrowers 
of electrification loans are co-ops, and about 95 porcent of all 
electrification loan funds has been lent to co-ops, 
Rural telephone loans may be made to "persons now providing or who- 
may hereafter provide telephone service’ in rural arees and to Com - 
operative, ton=profit, limited-dividend, or mutual associations," 
_ By omission, public agencies are excluded as eligible: applicants 
_ for telephone loans. In making telephone loans, the Administrator | » Bit 
is required to give proference to "persons providing telephone 

rvice in rural areas, and to cooperative, nonprofit, limited- 
vidend or mutual associations,” In other words, as betwoen oxist-" 
€ Suppliers of rural telephone service, independent commercial - 
mpanies are entitled to the same consideration as cosops. But 

~ops are to got preferred consideration ovor now commerciél com-. 


The Administretor is also authorized to "make, CAUSE to 
studies, investigations and reports" and to “publish and disse 
sek eg concerning the "condition and progross” of rural 

tion and rural telephone service. This 4g RBATS authority for s 
Aa publications about, and for the use of, rural electric aoe toley 
CO-OPSe : 3 re 


Nature of ! pele tions with Coops 
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The REA program is epi Ui: a Lobn program, This means that REA is 
primed iy oa lending agoncy. Loans for construction and acquisition 
borrowers! facilities may ib mede for a maximum amortization périod o 
85 years. Hlectrification loans may be for Baten plants, electr: 
‘transmission ond distribution lines or systems." Telephone loans mey 
be for “improvement, expansion, construction, acquisition, and opera’ 
of telephone lines, facilities or systems." Jouns may also be made t« 
electrification borrowers for finsncing the acquisition and installa 5: 
of electric and plumbing systems and equipment by consumers on théir 
lines. Maximum repaynent for the letter type of loans 18 5 years, but 
they are also subject to current Federal consumer credit regulations. 
All REA loans bear @ percent interest | per annum on outs standing balane 


‘The Act requires that the Administrator, when making a loan, must 
find and certify “that in his judgment the security therefor is | 
reasonably’ adequate and such loan will be repaid within the time agreed, 
In general, rural electrification loans are made for 100 percent of the 
ea sece cneny while en equity ranging from 10 to 50 percent is required 
by REA in the case of telephone loans, Sepa 


For the security on a “hunered néorcent loan to be considered "reasonab: 
adequate," it is necessary thas, in addition to a mortgage on the 
physical facilities, there be assurance of successful operation of the 
facilities by the borrower. ‘Since farm people were ine? xperienced Act at 
oporeting electric woilities, it was therefore necessary for Ril tore 
provide technical advisory services to co-op borrowurs, to make up for 
their initial lack of experience, Such advisory services are ah 

on a selective basis as needed. 


REA also performs certain suporvisory and auditing functions with 
regard to the expenditure of loan funds. by borrowers and is responsib. 

for the collection of principal and interest payments on REA poi y 
according to schedule. aan 


REA's contacts with co-op borrowers are carried on through corresp 
from Washington headquarters. and through field work by roprosentat 

f the following line divisions: Applications and Loans, Engineers 
Ascountine and Auditing, and Management Division. Activities in con 
nection with generation and transmission co-ops (federa ations of elk 
distribution co-ops) are carried on by the Power Division. XY 


oes Sha funetions of Rah, and the specific rosponsibilitiecs 
h Division (and of soctions and units within divisions) with’ 
ard to any phase of REA's services to co-op and other borrowers, 
ws re set forth in a serics of policy bulletins. Copies of this policy 
ue ook are provided not only to REA staff members but also to all REA 


Contacts with other Farmer Coops 
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ore is no specific statutory authorization for REA to work with ony 
armor co-ops. Howover, farmer co-ops in many states supplied the 
ritiative for the organization of electric and telephone co-ops, ar 
some states REA coop borrowers are mombers of agricultural co-op | 
uncils and contribute to coop education programs carried on jointly 
th farmer co-ops. Moreover, RUA co-op members are frequently also 
embers — of other rural CO=OPSe | 


For theso reasons, REA encourages its co-op borrowers to establish 
and maintain friendly relations with other co-ops in thé rural areas, 
© provide an understanding of farmer co-ops in general, REA includes 
brief survey of various types of co-ops utilised by. farm people in 


ee orientation course for new sea eee aan REA pies ate Mea by 
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Extent of RRA's Vork with Gonops 
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indicated oarliscr in this etoras int, more than 90 percont of REA's 
rk in tho lashes electrification loan. program is with CO=ODS. 


Pa ef 


Gece of the rural. telephone loan program, the co-op borrowers, 
lthough fewer in number so far than the commercial borrowers, require 
relatively more agency assistance than the latter. That is because inost 
=-op telephone borrowers either start from scratch or plan an extensive 
velopmont around a nucleus of one or more small mutuals or farmor- 


n n cither case, the group responsible for deve lopment and management 
gonore lly Cpnei sy ine of farmers) is usually ind spare EO res in the 


Ee needs much Sie ee aid than a wallobetahel ated con 
redial CP BDBIYS Bonen ys, pba Re PRR CORE of the time of REAts 


ile ell divisions of RUA are ike eody concerned with co=on borrowers, 
ma Jor convacts are, Be course, made through the line divis Lons. 


Applications and Loans Division and tho Mana; sement Division have 
closest and most continuous contact with co-op borrowers,. The. 
emer division assists co-ops at the org en hla stage, advises on 


and reviows loan applications, and assists condpeitin? planni ny 
devoloping power use and a education programs.e ‘fhe ee 
division vrovides technicai advice to corop munagers and boar 

managenont and organtectionel probloms» iA 


The knginecring Division works ate eel with co-ov managers ‘and wi 
consulting ongcinoers ongaged by tho co-ops on mobbors of design and 
construction of physi al fap Sole cs and gives advice on system nein= 
tonance problems. | | ' ts 
The Accounting and Auditing Division has resp onsibility for advances 
of loan funds, for ascortoining thet loan funds aro used only for fi 
desimmated purposes, and for kooping track of all interest and emortiz 
tion payments made by REA borrowers. It advisos co-op borrowers on 
thoir accounting probloms. Its field auditors audit the constrio some 
loan accowits of cach co-op borrowdére Also: once a year thoy audit — i 
the books of all co*ops excopt those which have reached a stage Of 
menagemont maturity and financial success that makos iG" feasible fon. 
Poe to cngage ay accountants Por the JODe 


The Power Division showidde auanH Panemt end enginesring advice: och 
federated powor co-ops opsrating genoration end transmission facrliGs 
It also advises all co-op borrowers on natters of wholesale power — 
contracts and rates. 3 


The inPoreee aon Services Division prevetee consulting s 
REA staff on matters reaisoul eae underst anding of co-op heals 


methods and practices. It also i i informe Bokeh and oeusatse 
material for 1 Ene use of co-op Poe ae ! 


The Rural Blectririeobian Division of tho Office of the Soliokbar. 
assists REA co-op borrowers and their atbvornoys Wee 16 gol advice on 
matters: of. ac Saar concern vO Rive . ‘ . 


cues ,ilment of Authorized and Desirable & Sorvices to Co-ops 
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Bocausa of Limited Funds _ 
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Adequacy of RiA service to co-op borrowers depends not only ox ange 
of administrative funds but also on tho availability’ of gual ts tone ¥ 
personnel which REA is vi ealencsne GO (He bs 


In Ae fiscal your, 1951 it was a shortage of the letter that. mee 
from catching up on the-backlog of 7 Eaiaunonn en eS ae i 


of tho Coneress Wat further aggravate REAts manpower aituntdons ie: 


will rosult in more pronounced curtailment of services: to meee! 
and to borrowors in several phases of the progrom, 


a 
already, RE. hos found i6 necessary to reduce the staff of the D 
api idandae ‘and Loans and the Engineering Divisions, Tho former 
roduetion will mean the processing of fower applications both for 
electrification and +e lephone loans from co-op as well as ot thor 
applicants. iit 


f métntehanes and of Bish Gast of electric systems 66 noot paar 
et PORE UIEES » sent EON 

the offect of personnel nudnel outs below oetaneca needs will be 
t most unhappily by :any of the 3/4 million farm familios still 
iting for eloctric Services 


fdequacy of ees ithor tty 

a legal authority under which REA operates -- the Rural Bloctrifica- 
-n Act of 1936, as amended -- is adequate for the performance of any 
services to co-ops deemed necessary or desirable in carrying forward 
he rural electrification and telephone loan programs, 


- Possible Contributions by Cther USDA Agencies to Make REA 
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Program Serve Co-ops Better 
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USDA agencics Go hs more ie Mt ‘foncbioning of rural pissteie 
fy. nd telephone COmOpS» 


it ho ixtension Service, from the Office of the Director down through 

_ the State and Count ty offices, has been most helpful to the REA program. 
ny county agents have worked hard helping organize rural electric 
-ops and are still assisting the co~ons in their member education 
ograms, ospecially on matters of efficient power use for productive 


a 


6 Farm Credit SF pis ea bos through its Cooperative Research and 
rvice Division, has gras been very cooperative in exchanging 
information’ and giving RiA the benefit of its owm research and experience 
applicable. Several FCA bulletins on matters of co-op functioning 
co-op history, and the FC’ publication "News for Farmer Cooperatives" 
@ proved valuable in helping REA staff members gain a better under= 
nding of the farm co-op movement and of co-op methods and practices 
hich are also of concern in connection with REA-financed COmOpse fn 
published FCA research project on telephone mtuals provided REA 
th usoful data of considerable value two years ago when REA started 
anning its rural telephone loan programe 


beeen of Bee toatl taar i Heonomics and the | Kericultural Reasearch 
1istration (and particularly the latter's Bureau of Human 
tion ‘and Home Economics) have frequently worked closely with REA 
various matters of common intorest and of potential importance to 
ral electric co-ops. The Bureau of Agricultural Economics has been 
ees helpful in obtaining Asean Dabs on the uae of farms 
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agencies can be sonwinied and furthor eneaee ne the inte 


both rural array and 1 telephone hk et i, a ‘ 


In addition, it would no doubt contribute és making. G6 work. of RRA LF 
more effective if all professional workers in USDA (including also 
workers in bureaus and units not specifically concerned with coopers, 
who deal directly with farm people and with farm problems were oncou 
to inform themselves on the nature of the REA program end of the opp 
tunities it offers to farm people to raise their standards of produ 
and of living. There are many occasions in contacts with farm peop] 
when such imouiouke and understanding cen be utilized to encourage 
tive sclf-holp by farm people and to make them more Saty, aware of 
services available to them through USDA to enable them to help thom 
selves more effectively. This is especially important with regard. 
the rural telephone loan program which, because of its newness, is 
known and even less udorstood by many farm people in ae of adoque: 
tolephone service, . Baas . aa Nhe 
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Nature and Extent of Co-op shades RBA Program 


. the Seectvat een and anata er of their: eracenian Ceoaee 
for tho fact that farm electrification has increased from less than 
11 percent in 1935 to more than 85 percent in 1951 must go primarily 
to tho nearly1,000 co-ops which, togethor with less than 100: other — i 
REA borrowers, now serve more than half of all cloctrified farms in 
the coumtry. 


” 


the REA programs anaes is Sud touted also nh che fact that oo eos 
density of REA co-ops avorages only about 3 té the mile of line, w 
the cons umer density per mile is evil wold rviti highor on the runes 
lines of commercial power eat 

The co-ops take their financial rospénsibilities seriously, Thoy: 
account for about 96 percent of tho nearly. 25 billion dollars of — 
approved loans. Up to April 30, 1951, more than 172 million doll 
had boen repaid to REA on. pe ino tpl, in addition to interest payn 
totaling about 110 million dollars, on less than two Sree doll 
of loan funds advanced to REA borrowers, ‘Only about ~ of one. ‘per 
of the interest and principal payments due cailbiaet are more % 
30. days overdue, “About dO°million dollars: has. been repaid on P: a 
ahead of schedule. So far, REA has had to foreclose on only. one 
which had reached the operating stage, and that was-not. a anil 
small commercial company. 


val 


ccoss of the 
ability of the co-ops locally to manage their own affairs 
; 1 dently and effectively. Tho average rural olegtric co-op today 

_ is serving About 5,400 consumers, has about 1,100 miles of power line 
to maintain, has more than 2% million dollars in’REA loans approved, 

nd has an actual investment of more than (31,800,000 of loan funds 

ts facilities. In other words, it is a sizable business ontorpriso 
ch requires highly competent management for effective opsrations 


RGA program will depend in the long run primarily 


i 


eo financial record summarized above is one indication of generally 
competent local technical managemont. Another indication that the 
local co-op management bodies have developed increasing ability %o 
cope with their co-op problems is the fact that the number of REA 
employees concerned with the rural eléctrification program is. not 
much lorgor today then it was in 1941, although there are now about 
30 percent more borrowers, over 200 percent more miles of powor line, 
over 500 percent more consumers served, and about 500 percent more 
oan funds invested in facilities than in 1941, 


ak operate a program which has incrcasod so tremendously in size and 
in complexities of problem$ with virtually no increase in the size of 
the staff means, of course, that REA has had to place more and more 
liance on the co-ops themselves to solve an increasing number of their 
oblems without assistance or even guidance from REA, The advisory 
rvices of REA are now concentrated largely on special probloms and 
n the newer borrowers and those which have difficulty achieving or 
maintaining a pay-out status, That this progressive withdrawal of 
REA advisory services was possible without jeopardizing the progress 
znd success of the program is positive proof that the co-ops generally 
have learned to manace their ovm affairs effectively. 
wvicw of the newness of the rural telepiione loan program, there is 
as yet no definite pattern of aid to the program by co-ops. In genoral, 
rural olectric co-op leaders in’ areas where telephone sorvice is 
adequate are taking the initiative in promoting and working with 
ephone co-opse But encouragement and active support of telephone 
-ops by farmer co-ops generally has so fer not ratorialized on a broad 
ple. It is in this respect that employees of other USDA agencies 
rking with farmer co-ops could be of particular service to the rural 
telephone loan program by acquainting farm co-op leaders with its ; 
possibilities and with the need of experienced co-op leadership if more 
farmers are to get adequate telephone service in areas where commercial 
companies are unwilling or unable to provide adequate service. 
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